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KEY ECONOMIC INDICATORS 


Domestic Econom 

Population fafificns) (a) 

Population growth (%) 

GDP in current dollars (billion) (1) 
Per capita GDP, current dollars (1) 
GNP in current dollars (billion) (1) 
Per capita GNP, current dollars (1) 
GDP (billion NIS)* (1986 prices) 

GDP change ($) 

GNP (billion NIS)* (1986 prices) 

GNP change ($%) 

Consumer price index change (%) (a) 
Interest rates (monthly) (b) 
Wholesale price index (1977=#100) (a) 


Production and Employment 
Labor force Pekeescats) Cb) 
Unemployment (%) (b) 
Industrial production, % change in 
local currency, 19832100 ° ° : 
Govt. deficit(-)/surplus, as % GDP ; : n/a 
Industrial production index 
(1983 = 100) - : n/a 
Productivity growth/worker (%) ; . ; n/a 


Balance of Payments (millions of dollars) 
Merchandise exports (F.0.B.) 7,674. ‘ 10,010.0 10,960.0 
Merchandise imports (C.I.F.) 9,181. ; 12,026.00 12,955.00 
Trade balance -1,507. - -2,016.0 -1,995.0 
Goods and services account -3,904. ‘ -5.189.0 -4,570.0 
Foreign direct investment (new gross) 161. ‘ -556.0 n/a 
Foreign debt (a) 25 0835.0 26,479.60 25,527.06 n/a 
Debt service paid (net) 3,923.0 3,988.0 4,810.0 4,400.0 
Debt-service ratio as $% 

of merchandise exports §1.0 43.9 48.0 n/a 
Foreign exchange res:rves (year end) 4,702.6 5925.16 3,410.0 n/a 
Average exchange rate for year 

(US$1 = NIS*) 1.4878 1.5947 1.5989 n/a 


CONnNmWoaoorfovl 
OCOmrwomorowuuww 


-S.-Israel Trade (millions of dollars) 
U.S. exports to Israel (C.I.F.) 1,788.8 1,932.4 BASS .4 n/a 
. imports from Israel (F.0O.B.) 2, 98057 Lj 153<9 S297 <5 n/a 
. trade balance with Israel -559.9 -821.5 -818.1 n/a 
. Share of Israeli exports 30.6 30.5 Z9.7 n/a 
. Share of Israeli imports 19.5 17.0 L729 n/a 
- economic aid 1,900.0(cd) 1,200 1,200.0 1,200.0 
- Military aid 1,800.0 1,800.0 1,800.0 1,800.0 


Principal U.S. exports (1988): machinery and military equipment, agricultural 
products, vehicles and transport equipment, optical and measuring instruments, 
chemicals, rough diamonds and precious stones, carton, and paper. 

Principal U.S. imports (1988): polished diamonds and gem stones; machinery and 
mechanical instruments, medical, optical, photographic and measuring instruments; 
vehicles and transport equipment; chemicals; textiles, clothing; and metals. 


= not available *NIS = new Israeli shekel 

end of year 

annual average 

accounts for one-time grant of $750 million in Special Assistance 
accounts for return of 4.3% due to Gramm-Rudmann-Hollings 


Figures may be distorted due to exchange rate fluctuations. 


Sources: Central Bureau of Statistics, Bank of Israel, and Finance Ministry 





SUMMARY 


In the two years following the introduction of the 1985 Economic 
Stabilization Program, a much-reduced inflation rate engendered a 
period in which the Israeli economy experienced firm economic 
growth. But beginning in the latter half of 1987, the pace of 
economic activity in Israel slackened. This slowdown continued and 
deepened in 1988, with economic growth registering its lowest level 
since 1982 and with industrial production declining by 3 percent. 
Economic activity has continued to decelerate in 1989, with 
unemployment in the first quarter reaching its highest levels since 
1967. Since December 1987, the slowdown in economic activity has 
been compounded by the Palestinian uprising in the occupied 
territories. Israeli observers estimate the uprising cost Israel 
about 2 percentage points of GDP growth in 1988, and its negative 


economic consequences on Israel appear to have continued relatively 
unabated into 1989. 


At the start of 1989, the Israeli Government introduced a series of 
measures designed to encourage investment and to pull the economy 
out of the slowdown. These measures had little positive effect, and 
the government took additional measures in June. In the longer 
term, the establishment of stable economic growth in Israel is 
dependent upon the implementation of those aspects of the 1985 
Stabilization Program which were aimed at reducing government 
intervention in the economy: privatization of government corpora- 
tions, reform of the capital market to reduce government dominance 
and free funds for the private sector, tax reform, and a reduction 
in the size of the public sector work force. Some progress has been 
made in these areas, but the overall pace of reform has remained 
relatively leisurely. 


Israel, however, continues to be an attractive market for U.S. 
products. The Free Trade Area (FTA) Agreement is reducing customs 
duties for both countries and the number of items requiring import 
licenses; the more competitive dollar has supported interest ina 
broader range of U.S. products; and Israelis have a favorable 
orientation toward the United States and U.S. products. In this 
environment, both standard high-tech exports and less sophisticated 
industrial and consumer items should do well in the foreseeable 
future. Israel imported $2.1 billion in goods from the United 


States in 1988. With the potential market in Israel, 1989 should be 
a better year. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Government economic policy throughout 1988 continued, in the main, 
to be guided by the spirit of the 1985 Economic Stabilization 
Program (ESP), which attempted to contain inflation and foster 
growth through the exercise of wage and price restraints, budgetary 
discipline, restrictions on the growth of money and credit, and 
maintenance of a stable exchange rate for the shekel. The 
stabilization program also envisaged a number of reforms which would 
have the overall effect of lessening government intervention in the 
economy: privatization of government corporations, capital market 
reform, tax reform, and reduction in the number of employees in the 
public sector. 


The ESP met with mixed success. Inflation was reduced from an 
annual rate of 445 percent in 1984 to 185 percent in 1985 to about 
20 percent in 1986; since then, annual inflation has remained in the 
15 to 20 percent range. But restraints on wages, money supply, and 
credit proved to be short lived. Some of the envisioned reforms 
were enacted, but the pace of reform has remained rather leisurely. 
In part due to the government’s adhesion to a stable exchange rate 
for the shekel, real interest rates on loans grew to an annual range 
of around 40 percent. 


As inflation decelerated, the economy went through a period of firm 


growth, which lasted into the first half of 1987, but the pace of 
Israeli economic activity then slackened. The slowdown intensified 
in 1988 and appears to have become even more intense during the 
first half of 1989. Economic growth last year was at its lowest 
level since 1982, and unemployment in the first quarter of this year 
reached its highest level in over 20 years. 


The Israeli economy also has been affected by the consequences of 
the Palestinian uprising in the West Bank and Gaza. The major 
impact of the uprising has been on tourism, Israeli exports to the 
occupied territories, and on those sectors of the economy which 
employ large numbers of Palestinians, e.g., construction and 
textiles. Israeli economists have estimated that the uprising cost 
Israel a 2 percent reduction in GDP growth in 1988. The economic 
consequences of the uprising on the Israeli economy appear to have 
continued relatively unabated into 1989. 


In January 1989, the new government announced a package of economic 
measures aimed at encouraging growth while reducing inflation to 
single-digit levels. The measures included a devaluation, a 
reduction in subsidies for basic commodities, and cuts in government 
expenditures. These measures produced few positive results, and the 
government devalued the shekel again in June to encourage exports 
and economic growth. 





National Accounts: The growth of the Israeli economy slowed 
markedly in 1988. GDP grew by only 1.6 percent to approximately 
$35 billion versus 5.2 percent growth in 1987. The gross product 


of the business sector grew by only 0.7 percent versus 7.2 percent 
growth the previous year. 


Consumption continued to decelerate during 1988. Private 
consumption grew by only 3 percent versus 8.4 percent in 1987 and 
14.2 percent in 1986. Per capita private consumption increased 1.9 
percent versus 6.5 percent in 1987 and 12.4 percent in 1986. Public 
consumption declined in 1988 by 4.2 percent, in contrast to an 
increase of 16.1 percent the previous year. Decreased defense 
consumption caused the overall decline in public consumption, as 
public consumption excluding defense imports increased 2.9 percent. 
Defense consumption declined 9.8 percent last year, mainly as the 
result of a 24.4 percent decrease in imports of military equipment. 
Domestic military consumption increased 3.2 percent. 


Gross domestic investment in fixed assets declined 3.9 percent 
versus an increase of 13.7 percent the previous year. Of the 
decrease in 1988, 6.2 percent was in residential construction, 
3.2 percent was in nonresidential building, and 10 percent was in 
machinery and industrial equipment. 


Official Israeli estimates for 1989 show a growth in GDP of 
approximately 2.0 percent, an increase in private consumption of 
3.5 percent, an increase in public consumption excluding defense 
imports of 0.3 percent, and an increase in investment in fixed 
assets of 0.7 percent. Given the current depressed state of 
economic activity in Israel, these figures will be reached only if 
significant growth occurs late in 1989. 


Public Finance: The budget for Israel’s fiscal year (IFY) 1988/89 
(which ended March 31, 1989) was in deficit by approximately 

NIS 1 billion ($603 million) compared to a balanced budget the 
previous fiscal year. The budget level of NIS 52.2 billion was a 
real increase of 2 percent over the previous year. Nearly half of 
the budget was allocated for debt service, 17 percent for defense, 
30 percent for regular civilian expenditures, and 3 percent for 
development. Forty-seven percent of total government revenues in 
IFY 1988/89 derived from taxes and compulsory payments, 34 percent 
from domestic borrowing, 10 percent from U.S. Government economic 
assistance, 2 percent from other foreign grants and loans, and 

7 percent from interest and royalties. Debt redemption exceeded new 
borrowing by 37 percent, with repayments reaching $15.9 billion and 
borrowing amounting to $11.5 billion. 





For IFY 1989/90 (which started April 1, 1989), the government has 
budgeted NIS 53.712 billion ($29.685 billion). The deficit is 
estimated at NIS 1.353 billion, or 2.5 percent of expenditures. The 
Finance Ministry has come under increased pressure as the economic 
slowdown has deepened to increase expenditures to assist weakened 
sectors of the economy. Additional expenditures, however, threaten 
to increase the level of deficit. 


Tax revenue in calendar year 1988 reached about NIS 24.4 billion 
($15.26 billion), an increase over the previous year of 12 percent 
in nominal terms, but a decrease in real terms of 3.7 percent. This 
real decrease in revenues was the result of the economic slowdown 
which existed in Israel throughout 1988. Direct tax revenues (e.g., 
income tax) decreased in real terms by only 1.7 percent, but 
revenues from indirect taxes such as import duties and the value- 
added tax, which are closely related to the level of economic 
activity, decreased in real terms by 5.9 percent. Early in 1988, 
the government received the results of a study it had commissioned 
on tax reform, the Shishinsky Report. This report was not acted 
upon in the period leading up to general elections in November. The 
present government has restated its commitment to reform of the tax 
structure, but has not yet implemented any basic reforms. 


As part of the 1985 ESP, the government undertook to reduce its 
involvement in the private sector by privatizing a large number of 
government corporations. To further this aim, the government has 


retained the First Boston Corporation to assist it in selling 
government companies over the next 10 years either to private 
investors or to the public through the stock market. However, the 
pace of privatization has been rather leisurely. In 1988, the 
government sold the Paz Petroleum Company to a private investor. It 
now is considering the possibilities for sale of Israel Chemicals. 


Also as part of the 1985 ESP, the government committed itself to 
lessen its intervention in the local capital market to release 
financial resources to the private sector. The government has 
restated its commitment to reform of the capital market, but there 
was little movement on reform prior to the national elections last 
year, and its pace in 1989 has remained sedate. 


In October 1988, the government redeemed approximately $3.6 billion 
in bank shares. To encourage shareholders to roll over their 
proceeds, the government offered 3-year bonds with a very attractive 
interest rate. About half the shares were rolled over auto- 
matically, and most of the remaining shares were effectively 
recycled via reinvestment in commercial banks’ investment schemes. 
Partly due to public uncertainty over the economic slowdown, the 
bank share redemptions had a minimal effect on consumption. As a 
result of the redemption, the government found itself in de facto 
control of the Israeli commercial banking sector. It now is 
studying ways in which the redeemed shares can be sold both to the 
Israeli public and to foreign investors. 





Monetary Policy: Since August 1986, the government has set the 
exchange rate of the shekel in relation to a "basket" price based on 
the currencies of Israel’s major trading partners. The weights 
assigned to these currencies vary over time, but are roughly as 
follows: U.S. dollar -- 60 percent; West German mark -- 20 percent; 
British pound -- 10 percent; French franc -- 5 percent; Japanese yen 
-- 5 percent. At the end of June 1989, the exchange rate of the 
shekel to the basket was 2.0649. 


Throughout 1988, the Israeli Government maintained a stable exchange 
rate policy in the face of inflation differentials with Israel’s 
major trading partners of from 6 to 12 percent. Monthly prime 
interest rates fluctuated in 1988 from 2.8 to 3.8 percent; the 
monthly average rate in 1988 was 3.2 percent, which equates to a 
nominal annual interest rate of 46 percent. At the very end of last 
year, massive sales of shekels by an Israeli public which had become 
increasingly concerned about the government’s ability to maintain 
the shekel exchange rate prompted the government to devalue. 


Following two devaluations which reduced the exchange rate by 13.4 
percent, the Israeli Government adopted a more flexible exchange 
rate policy which allows the shekel to fluctuate in a band 3 percent 
above and below the new basket reference price. The Finance 
Minister also has made clear that he intends to show greater 
flexibility in considering the need for further devaluations. He 
ordered a devaluation of 4.4 percent at the end of June. 


Balance of Payments: Israel’s balance of trade improved somewhat 
1988 as its merchandise trade deficit declined by $686 million to 
$3.1 billion. This improvement was chiefly the result of an 
increase of $948 million in export earnings. The increased level of 
exports was mainly caused by Israel enjoying increased prices for 
its exports on the international market; the volume of exports 
decreased by 1.5 percent. Merchandise imports were flat in terms of 
volume, though they increased by about $262 million. Military 
imports dropped by $368 million, and civilian imports increased by 
$630 million. 


The services account deteriorated by slightly more than $200 million 
to a deficit of $2.18 billion. Unrequited transfers decreased by 
$188 million to $4.651 billion. The current account thus was in 
deficit by $675 million. 


The capital account swung from a surplus of about $1 billion in 1987 
to a deficit of $159 million in 1988. Quarterly data indicate this 
was caused mainly by expectations of a devaluation, which produced a 
sharp outflow of private capital in the last 3 months of 1988. Asa 
result both of this swing in the capital account and of a much lower 
errors and omissions figure, the overall balance swung from a 
surplus in 1987 of almost $750 million to a deficit in 1988 of 

$658 million. 





The Ministry of Finance projects that Israel’s balance of trade will 
be roughly $3.4 billion in deficit in 1989, which is a deterioration 
of about $320 million from its 1988 performance. Military imports 
are scheduled to fall this year by about $340 million, so the 
civilian trade deficit is projected to increase by about $660 
million. The ministry estimates the balance of services will 
improve in 1989 by almost $660 million to a deficit of approximately 
$1.5 billion. Unrequited transfers are projected to increase by 
about $180 million to $4.8 billion. The Ministry of Finance 
therefore is projecting that the 1989 current account will be in 
deficit by approximately $150 million. 


External debt was $24.356 at the end of 1988 (a decrease of $1.084 
billion over 1987). Of this, $3.357 billion was owed by the banking 
sector, $4.412 billion by the nonfinancial private sector, and 
$16.587 by the government. Much of the decrease in debt in 1988 was 
caused by the reduced level of imports and decreased economic 
activity resulting from the economic slowdown. Net external 
liabilities of Israeli banks decreased $604 million and suppliers 
credits to Israeli importers decreased $197 million. 


Government debt to the U.S. Government decreased in 1988 from 
$10.265 billion to $5.554 billion as the result of a U.S. program 
which provided U.S. Government loan guarantees to cover 90 percent 
of the refinancing of earlier high-interest loans. In 1988, Israel 
brought down $4.711 billion of high-interest debt while issuing 
$4.778 billion in lower interest negotiable bonds. Of total 
government debt at the end of 1988, 33 percent was owed to the U.S. 
Government, 9 percent to other governments and international 
institutions, 29 percent to private holders of negotiable bonds, 25 
percent to holders of Israel bonds, and 4 percent to banks. 


Foreign exchange reserves grew steadily from the initiation of the 
ESP in 1985 until late 1988, when the public’s fears of devaluation 
led to a major run on the shekel. In June 1985, reserves stood at 
$1.952 billion; in December 1987, they were $5.329 billion; and in 
October 1988, they stood at $5.012 billion. The predevaluation run 
on the shekel caused reserves to fall $1.6 billion by year’s end to 
$3.41 billion. Following devaluation, the public quickly 
reconverted holdings to shekels and foreign exchange reserves 
recovered. At the end of the first quarter of 1989, reserves stood 
at $5.246 billion. As of May 31, 1989, they were at $5.093 billion. 


Inflation: Inflation rose 16.4 percent in calendar year 1988, 
compared with 16.1 percent in 1987 and 19.7 percent in 1986. 
Following devaluations of the shekel in December 1988 and January 
1989, which reduced the exchange rate of the shekel by 13.4 percent, 
the pace of inflation quickened, increasing 7.9 percent in the first 
quarter of 1989. The government believes its new economic policies 
will combine with the current slowdown in economic activity to 
reduce inflation sharply over the remainder of the year. 





Prices and Wages: Price controls were imposed on most goods and 
services in Israel in 1985 as part of the Economic Stabilization 
Program. The scope of these controls were gradually restricted. By 
1988, price controls were in force on only about 25 percent of goods 
and services -- mainly in the areas of health and education, some 
basic foodstuffs, and the products of monopolies, cartels, and 
utilities. Following sharp price increases in January 1989 in the 
wake of the shekel devaluations, price controls were reintroduced on 
a limited number of items. In subsequent negotiations with the 


Histadrut, the Treasury agreed to maintain the current price-control 
system. 


The last multi-year cost-of-living agreement (COLA) expired at the 
end of March 1988. Two one-time COLA arrangements were implemented 
in late 1988 and early 1989 to compensate wage earners for inflation 
over the following 12 months. In February 1989, the government, 
Histadrut, and employers agreed to a new l-year cost-of-living 
arrangement which allows for no adjustment on the first half 
percentage point of monthly inflation and then compensates at a rate 
of 85 percent for the remainder. In 1987, the government agreed to 
implement a 5-day workweek. Several government ministries and 
private concerns now are in the process of going over to this 
shortened workweek. 


In 1987, the Knesset passed a minimum-wage law which sets the 
minimum wage at 45 percent of the average wage. It is adjusted each 
April, with supplementary cost-of-living adjustments each October. 
This law directly affects the wages of 20 to 25 percent of the work 
force. It also impacts on higher-salaried workers whose wages are 
linked to the average wage. The minimum wage law thus has a 
ratcheting effect on wages which contribute to inflationary 
pressures on the economy. As of April 1989, the minimum wage was 
NIS 855 (about $440) per month. 


Real wages increased last year by about 6 percent, following a 7.8 
percent rise in 1987. Real wages in the government sector increased 
about 9 percent, while wages for municipal workers grew 13 percent. 
Overall real wages in the public sector and community services 
increased about 10 percent, while wages in the private sector 
increased 6.4 percent. 


Employment and Productivity: The civilian labor force grew by about 
4 percent in 1988, reaching a level of 1.553 million persons; 29 
percent of all employees worked in the public sector, 22 percent in 
industry, 14 percent in commerce, 10 percent in financial and 
business services, 8 percent in personal services, 7 percent in 
transport, 5 percent in construction, and 5 percent in agriculture. 
The number of public-sector employees grew in 1988 by 4 percent, 
despite announced government policy to reduce public sector 
employment. Employment in the financial and business services 
sector increased 9 percent, and employment in the commercial sector 
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increased 7 percent. The number of persons employed in the 
industrial sector decreased in 1988 by 2 percent. 


During 1988, unemployment rose to an annual average of 6.4 percent, 
compared with 6.1 percent in 1987. Unemployment rose especially 
rapidly in the last quarter of 1988 and the beginning of 1989. 
Unemployment stood at 8.2 percent for the first 3 months of 1989, 
the highest level for more than 20 years. 


Hourly average labor costs increased in 1988 by 2.5 percent, mainly 
due to uncertainties in the labor market resulting from the 
Palestinian uprising and to some replacement of low-paid laborers 
from the West Bank and Gaza with higher-paid Israeli workers. 
Employers’ unit labor costs in 1988 only increased about 1 percent, 
in part due to higher wage costs being offset by the government 
assuming some of the employers’ labor payments to the National 
Insurance Institute. Productivity in the business sector increased 
in 1986 through 1988 at an annual average rate of 2 percent. 


Trade: The United States remains Israel’s largest single trading 
partner, although trade with the EC is larger overall. Nonmilitary 
imports from the United States increased from $1.93 billion in 1987 
to $2.15 billion in 1988; they reached almost 18 percent of Israel’s 
merchandise imports. Israel’s sales to the United States increased 
nearly 8 percent to $2.97 billion and constituted 29.6 percent of 
exports. For the third year, Israel had a surplus ($818 million) in 
its civilian trade with the United States. These data are not the 
same as U.S. trade data which include Israeli military purchases. 


Four trading arrangements help Israel: (1) the U.S. Generalized 
Schedule of Preferences (GSP) allows 2,700 manufactures to enter the 
United States without duties; (2) Israel receives GSP-type treatment 
from the EC, Sweden, Finland, Norway, Austria, Switzerland, Canada, 
Japan, Australia, and New Zealand; (3) Israel has an agreement with 
the EC which has eliminated duties between the EC and Israel for 
nonagricultural products; (4) the Free Trade Area (FTA) Agreement 
with the United States, effective September 1985, is eliminating 
duties by 1995 on all products traded between the two countries. 
Eighty percent of the trade between the United States and Israel is 


already duty free; staged reductions are taking place in the tariffs 
on other products. 


Nevertheless, Israel applies taxes and licensing restrictions that 
can be a barrier to U.S. exports and which are not affected by the 
FTA. These include a purchase tax, ranging from 5 to 220 percent, 
which is asessed on an estimated wholesale value and a variable levy 
on agriculture and food items designed to equalize the cost of 
imports with the price of domestic foods. Actual invoice prices are 
often "uplifted" by Customs before duties are calculated. These 


practices are the subject of talks between the United States and 
Israel. 
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Tourism: Israelis are frequent travelers for business and tourism. 
The U.S. Embassy issued more than 95,000 visas last year. Tourism 


services are taxed. Outgoing tourism services were $1 billion in 
1988. 


Investment: As a policy, the government supports private investment 
in the economy and provides a range of benefits to investors. 
Licensing and joint ventures are welcomed by the government and 
local firms. Investment incentives are provided for export-oriented 
industries and for job creation in development areas. There are 
generally no restrictions for foreign investors regarding the forms 
of doing business in Israel. Except for certain sectors of the 
defense industry, there are no restrictions on foreign investment in 
the private sector. Investments in regulated bodies (e.g., banking 
or insurance) require prior approval. Government assistance is not 
given if the sector is saturated. A number of problems arise, 
however, affecting investors, which can be attributed to ineffiency 
in the bureaucracy, capriciousness or nontransparency in the 
application of regulations. There is also retroactive application 
of taxes. Intellectual property laws are favorable, but there have 
been some complaints of a lack of enforcement. 


Implications for the United States 


The still competitive dollar, together with the U.S.-Israel FTA, 


Israel’s high level of industrial sophistication, and a general 
Israeli orientation toward the United States make Israel an 
attractive market for U.S. exporters. U.S. firms should note that 
Israel is 22nd in buying U.S. exports by value and second only to 
Canada in per capita imports of U.S. goods. 


The FTA has generally put U.S. goods back on a competitive par with 
the EC. The Embassy continues to hear stories of Israeli firms 
turning to U.S. suppliers to replace European and Japanese 
companies. A cost advantage for many U.S. products does exist -- 
American companies should be aware and act. The Embassy has 
received inquiries by U.S. companies concerning restrictions on 
country-of-origin certificates. Companies export via Europe, 
warehousing their products there for general distribution to Europe, 
the Middle East and Africa. Unfortunately, such handling generally 
cancels the FTA’s benefits for these goods, unless they remain under 
the control of the customs authority of the intermediate country. 
U.S. exporters interested in learning more about the FTA should 
contact the Israel Information Center, Room H2039, U.S. Department 
of Commerce, Washington, DC 20230, phone: (202) 377-4652, or the 
Department of Commerce district offices throughout the United States. 


The areas of interest are broadening. At a recent international 
exhibition held in Tel Aviv, a range of U.S. industrial products 
were well received. Over 80 firms were represented in the U.S. 
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pavilion. Sophisticated machine tools, measuring equipment, and 
process control equipment received strong interest. Not surpris- 
ingly, there was also interest in equipment and software for the 
electronics industry. The success of this show, which resulted in 
almost $2 million in floor sales, demonstrates the potential market 
for U.S. products in Israel. 


U.S. firms and organizations are increasingly seeking out the 
Israeli market. Representatives of 11 state governments have 
visited Israel in 1989. Although the market range for U.S products 
appears to be broadening into less sophisticated industrial and 
consumer areas, high technology products continue to present the 
best prospects in the sophisticated Israeli market. 


Metalworking is a strong, highly developed industry in Israel, 
consuming $200 million in equipment annually. About 80 percent is 
imported. The U.S share -- about 14 percent -- has been declining, 
but Israeli interest in potential U.S. suppliers is evident. U.S. 
firms have an opportunity if they are prepared to meet the demands 
of the market. Israeli firms are pushed by the strict requirements 
of the defense and aircraft industries which place a premium on 
quality assurance. 


The United States continues to hold its own in the Israeli market 
for computers and peripheral equipment. The U.S. share is almost 

50 percent of a $350-$400 million market. Again, the defense 
industry generates much of the demand. The minicomputer market also 
continues to grow. Israel’s software imports are over $100 million 
annually and are growing rapidly. The United States has a third of 
the market. Israel’s own 120 software houses generate over $150 


million in preducts annually but are interested in cooperating with 
U.S. firms. 


Telecommunications is also traditionally a strong market for 

imports, and the United States holds about 35 percent of the 

$270 million import market. A proposed satellite and cable system 
are on the horizon. Negotiations have been completed on a Voice of 
America transmitter station in Israel, and construction will begin 
shortly. Despite competition from the Far East, U.S. suppliers 
continue to dominate the market for electronic components. They are 
estimated to have 40 percent of a market totalling over $300 million. 


The Embassy has reported best prospects in computers and periph- 
erals, telecommunications, process controls, and metalworking 
equipment. Market research reports on these sectors are available 
through the Israel Information Center and the district offices of 
the Department of Commerce. Although these reports represent the 
most obvious opportunities, a lower dollar means there is scarcely 
an area that does not hold promise. In short, Israel is a market 
worth considering. 





